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PART A 
Candidates MUST answer questions 1 to 20 
(2 marks are allocated to each question) 


Select the correct answer (or answers) for each of the following 20 questions by clearly 
circling the appropriate letters on the Answer Sheet provided on page 10. 


Figure 1 


Social costs of 
supply (private + 
external costs) 
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1. Figure 1 above shows a hypothetical market for coal-fired electricity. Which of the 
shaded areas labelled A, B, C or D represent the net social costs that arise as a 
result of the negative externality caused by pollution when the market is 
unregulated and at a competitive equilibrium? 
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2. The socially optimal level of pollution occurs where... 


oAorop 


MCc = MCp 
Pollution is zero 
MNPB > MEC 
MNPB = MEC 
TB =TC 


3. Which of the following could be used to value the costs of eutrophication of a 
coastal lagoon by runoff of fertiliser from sugar cane production? 


C290 


Hedonic pricing 
Cost-benefit analysis 
Choice experiments 
Travel cost method 
Multi-criteria analysis 


4. Which of the following valuation methodologies could be used to value the 
damage caused by emissions of sulphur dioxide from a coal-fired power station? 


oAorop 


Hedonic pricing 
Dose-response 
Choice experiments 
Travel cost method 
Benefit-cost analysis 


5. The demand curve for a public good is obtained by vertically summing the 
demand curves of individuals because... 


a. 


0290 


Of non-rivalry 

Public goods usually have zero marginal costs 

Of non-exclusivity 

Their open-access nature 

This is how aggregate demand curves are obtained for all goods 


6. A coastal mangrove ecosystem provides a number of ecosystem services 
including storm protection. People living in the vicinity of this ecosystem receive 
what type of economic benefit in this case? 


oaoo p 
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Direct use value 
Indirect use value 
Option value 
Bequest value 
Existence value 


Strong sustainability is best defined in economic terms as? 
a. 


Perfect substitutability between natural and man-made capital 

No substitutability between natural and man-made capital 
Imperfect complementarity between natural and man-made capital 
Imperfect substitutability between natural and man-made capital 
Perfect complementarity between natural and man-made capital 


Table 1 
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Excludable | Nonexcludable 
Rivalrous Good 1 Good 2 
Nonrivalrous | Good 3 Good 4 


8. With reference to Table 1, examples of goods of type Good 3 would include... 


oaorop 


A non-congested toll road 

An ocean fishery 

A car insurance policy 

An encrypted satellite TV service 
Commonly owned pasture 


9. With reference to Table 1, examples of goods of type Good 2 would include... 


oaAoop 


A non-congested toll road 

An ocean fishery 

A car insurance policy 

An encrypted satellite TV service 
Commonly owned pasture 


10. What does the Coase theorem say about equity? 


a. 
b. 
CG. 


d. 
eS, 


1 


as 


oAoop 


An equitable outcome will occur whenever property rights are well defined 

An equitable outcome will occur whenever transactions costs are zero 

An equitable outcome will occur whenever those affected by an externality have the 
property rights 

An equitable outcome will occur as long as an efficient outcome is achieved 

Nothing 


.Private activities that generate positive externalities tend to be... 


Underpriced and overproduced 
Subject to strict regulatory standards 
Nonrival and nonexcludable 
Overpriced and underproduced 
Overpriced and overproduced 


12. The main disadvantage of an emissions tax is that... 


oaorop 


The total pollution reduction from an emissions tax cannot be known for sure 
Firms lack the flexibility to pursue different technologies 

Firms do not have an incentive to reduce pollution 

Firms cannot be behave in an economically-efficient manner 

Differences among firms are not incorporated into the policy 
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Figure 2 


Marginal revenue/cost & average revenue 


MR 


Fishing effort 


13. With reference to Figure 2 the level of fishing effort labelled d represents... 
The economic optimum 

The open-access equilibrium 

The maximum sustainable yield 

The break-even point 

Where profit is maximised 


oaorop 


14. Hotelling’s rule states that ... 

The net price of a resource is constant 

The net price of a resource rises at a rate equal to the interest rate 

The net price of a resource declines at a rate equal to the interest rate 

The price of a resource depends on the allocation of property rights 

The price of a resource is efficient as long as all user costs are internalised 


oaorop 


15.A preference for either taxes or emissions trading schemes to regulate pollution is 
dependent on the relative shape of what two curves? 

Total cost of damage curve and total cost of control curve 

Marginal revenue of control curve and marginal cost of damage curve 

Marginal cost of control curve and marginal cost of damage curve 

Marginal benefit of pollution curve and marginal revenue of pollution curve 

Marginal utility of pollution curve and marginal cost of regulation 
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16. The travel cost method of valuation is based on the premise... 


a. 


b. 
C. 


d. 
Ge 


That a survey of individuals at different recreational sites will provide information 
about the appropriate level of pollution at camp sites 

That travel cost to a site can be regarded as the price of access to the site 

That individual measurements of consumer surplus can be used to generate an 
average value associated with a specific recreational site 

That travel costs also capture any non-use values associated with a specific site 
The further an individual travels to visit a specific site the less value they place on 
that site 


17.Once a polluting firm attains a regulatory standard, there is... 


oaAnrop 


Underproduction and too low a price to buyers 

Profit to be made by enhancing environmental quality even further 
Little incentive for the firm to adopt an even cleaner technology 
An efficient market equilibrium 

A maximisation of social welfare 


18.For an atmospheric stock pollutant, which has adverse effects at a global level, 
which regulatory approach (or approaches) is/are likely to be most effective for 
ameliorating these effects? 


oaorop 


Emissions standards 
Tradable permits 
Pollution taxes 

Deposit refund schemes 
Ecolabeling 


19.For a pollutant like lead, which causes health effects to local residents even at 
very low levels, which regulatory approach would be most effective for eliminating 
any health threats? 


e200 


Emissions standards 
Tradable permits 
Pollution taxes 
Pollution subsidies 
Ecolabeling 


20. Which one of the following statements is false? 


a. 
b. 
C 


d. 


Technological progress will lower the price of transferable pollution permits 

Under a pollution tax, technological progress will reduce overall pollution levels 
Under a system of transferable pollution permits, technological progress will reduce 
overall pollution levels 

A pollution tax creates an incentive for technological progress 

Under a system of transferable pollution permits, technological progress can result in 
some firms increasing their pollution levels 
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PART B 
Candidates MUST answer any TWO (2) of the SIX (6) questions in the Answer Books 
provided 
(20 marks are allocated to each question) 


Question 21 


In April 2010 an oil rig operated by BP exploded in the Gulf of Mexico. 11 workers were killed 
and approximately 4.8 million barrels of oil, 6.8 million litres of chemical dispersants and a 
vast amount of natural gas were released into the Gulf. The impacts of the resulting oil spill 
were widespread and devastating. The most obvious impacts have been upon: commercial 
fishing; recreational fishing; tourism; coral formation; turtles, birds and other wildlife (some 
endangered) and their habitats; and human health. 


a) Identify environmental valuation methodologies that would be most appropriate to use 
for three of these impacts, describe how they might be used in these cases and explain 
what types of values they can elicit. (12 marks) 


b) For each chosen impact carefully set out the problems associated with the methods 
chosen as well as their possible advantages over other methodologies. (8 marks) 


Question 22 


“Economists do not attempt to measure the value of the environment. What they attempt to 
measure are the preferences of people for an environmental good or an environmental bad” 


a) Discuss this statement paying particular attention to explaining how preferences are 
measured by economists and how these are translated into value. (14 marks) 


b) What problems arise from the economic conception of value if we consider the 
preferences of those with high incomes compared to those with low incomes? (6 marks) 


Question 23 


a) Explain the difference between the economically optimal harvest, the maximum 
sustained yield, and the open-access equilibrium for a fishery. Illustrate your answer 
with a diagram. (12 marks) 


b) Explain how a system of individual transferable quotas works in a fishery. What are the 
key economic advantages of this system? (8 marks) 


Question 24 


a) Describe how Coasean bargaining might operate to resolve a conflict between a factory 
that emits an unpleasant odour and the residents of a small city downwind of the 
factory. (14 marks) 


b) Why do Coasean bargaining solutions to pollution problems seldom occur in the real 
world? (6 marks) 
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Question 25 


a) Explain how marginal control costs are equalised across firms under a transferable 
pollution permit system (also known as an emissions trading scheme). (14 marks) 


b) What advantage(s) does the equalisation of marginal control costs give this system over 
command and control methods of controlling pollution? (6 marks) 


Question 26 


“The achievement of zero pollution is neither viable nor desirable” 


a) Discuss this statement and illustrate your answer using an appropriate diagram. 
(15 marks) 


b) If zero pollution is not viable or desirable how do you reconcile this view with the fact 
that some substances are banned from use (such as the worldwide ban on the use of 
DDT in agriculture)? (5 marks) 


This page Is 
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Student Number: 


PART A— MULTIPLE CHOICE ANSWER SHEET 


This sheet is to be detached and handed in with your Answer Books at the end of the 
examination. 


Please CIRCLE clearly the correct answer (or answers) 


Question 
1 eae ebe ece ede ece 
2. eae ebe ece ede ece 
3. eae ebe ece ede ece 
4. eae ebe ece ede ece 
5. eae ebe ece ede ece 
6. eae ebe ece ede ece 
T. eae ebe ece ede ece 
8. eae ebe ece ede ece 
9. eae ebe ece ede ece 
10. eae ebe ece ede ece 
11. eae ebe ece ede ece 
12. eae ebe ece ede ece 
13. eae ebe ece ede ece 
14. eae ebe ece ede ece 
15. eae ebe ece ede ece 
16. eae ebe ece ede ece 
17. eae ebe ece ede ece 
18. eae ebe ece ede ece 
19: eae ebe ece ede ece 
20. eae ebe ece ede ece 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so will result in 
the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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